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(i) Creates a principal and/or agent refationship between
the contractor and the manager; and

(11) Sets forth the items, services, and activitizs to be
provided by the manager.

(b) Documentation demonstrates the services contracted
for were actually delivered, were nonduplicative of other
services rendered to the facility directly or indirectly. and the
services were necessary to care for the residents of the
facility. Fees are allowable only for such necessary,
nonduplicative services to the extent they are of the nature
and magnitude that prudent and cost-conscious management
would pay.

(3) Allowable fees for all general management services
of any Kind referenced in this section, including corporate or
business entity management and board of director’s fees and
including management fees not allocated to specific services,
are subject to any applicable cost center limit established by
this chapter.

(+) A management fee paid to or for the benefit of a
related organization shall be allowable at the lower of the
actual cost to the related organization of providing necessary
services related to patient care under the agreement. or the
cost of comparable services purchased elsewhere. Where
costs to the related organization represent joint facility costs,
the department shall comply with WAC 388-96-534 ih
measuring such costs. ’

(5) Central office costs, owner's compensation, and
other fees or compensation, including joint facility costs, for
general administrative and management services, including
the management expense not allocated to specific services,
shall be subject to any cost center limit established by this
chapter. .

(6) Necessary travel and housing expenses of nonresi-
dent staff working at a contractor’s nursing facility shall be
considered allowable costs if the visit does not exceed three
weeks.

(7) Bonuses paid to employees at a contractor’s nursing
facility shall be considered compensation.

(8) As similarly provided in WAC 388-96-210 recarding
field audits, the department shall commence to apply a
facility's peer group median cost plus percentage limit in the
administrative cost area, in place of management fes limits
previously contained in this section, beginning with report
year 1992
{Statutory Authority: RCW 74.46.800 and 74.09.120. 93-19-074 (Order
3634). § 388-96-535. filed 9/13/93, effective 10/15/93. Statutory Authority:
1987 ¢ 476. 88-01-126 (Order 2573). § 388-96-535, filed 12:23/87.
Statutory Authority: RCW 74.46 800. 86-10-055 (Order 2372), § 338-96-
535. filed 5/7/86. effective 7/1/86. Statutory Authodty: RCW 72.09.120.
83-19-047 (Order 2025), § 388-96-535, filed 9/16/83, §1-22-081 (Order
1712). § 388-96-535. filed 11/4/81. Statutory Authority: RCW 72 09.120
and 74.46.800. 81-06-024 (Order 1613). § 388-96-535. filed 2-25/81.
Statutory Authority: RCW 74.09.120. 80-09-083 (Order 1527), § 388-96-
535. filed 7/22/80; 79-03-020 (Order 1371). § 388-96-535. filed 221/79;
Order 1262, § 388-96-535, filed 12/30/77.]

WAC 3838-96-543  Expense for construction interest.
[nterest expense and loan origination fees relating to con-
struction of a nursing home incurred during the period of
construction shall be capitalized and amortized over the life
of the facility from the date the first patient is admitted. The
period of construction shall extend from the date of the
construction loan to the date the facility is put into sarvice

388-96-333

for patient care. not to exceed the project certificate of need
time period.

[Statutory Authority. RCW 7409120, 83-19.0<7 (Order 2023), § 388-96-
543, filed 9/16/83, 81-22-081 (Order 1712). § 388-96-543, filed | 1/3/81.
Statutory Authority: RCW 74.09.120 and 72 46 800. 81-06-024 (Order
1613), § 388-96-543, fited 2/25/81. Order 1262, § 388-96-543, filed
12130177

WAC 388-96-553 Capitalization. The following
costs shall be capitalized:

(1) Expenditures for and costs of equipment, including
furniture and furnishings, with historical cost in excess of
one hundred fifty dollars per unit and a useful life of more
than one year from the date of purchase;

(2) Expenditures and costs for equipment. including
furniture and furnishings, with historical cost of one hundred
fifty dollars or less per unit if either:

(a) The item of equipment was acquired in a group
purchase where the total cost exceeded one hundred fifty
dollars; or

. (b) The item of equipment was part of the initial
equipment or stock of the nursing home.

(3) Effective January 1, 1981, for settlement purposes
fqr periods subsequent to that date. and for purposes of
setting rates for periods beginning July 1, 1982, and subse-
quently, subsections (1) and (2) of this section shall be

* applied with the sum of five hundred dollars replacing the

sum of one hundred fifty dollars.

(4) Effective January 1, 1983, for settlement purposes
for periods subsequent to that date. and for purposes of
setting rates for periods beginning July 1, 1984, and subse-
quently subsections (1) and (2) of this section shall be
applied with the sum of seven hundred fifty dollars replacing
the sum of one hundred fifty dollars.

(5) Expenditures for and costs of building. and other
real property items, components, and improvements, whether
for leased or owner-operated facilities, in excess of five
hundred dollars and involving one or more of the following:

(@) Increase of the interior floor space of the structure:

(b) Increase or renewal of paved areas outside the
structure;

(c) Exterior or interior remodeling of the structure;

(d) Installation of additional heating, cooling, electrical.
water-related, or similar fixed equipment;

(e) Landscaping or redecorating:

(f) Any change, including repairs, which increases the
useful life of the structure or item if not a part of the
structure by two years or more;

(2) Any replacement or renewal of a real property item.
component or improvement, whether structural or nonstruc-
tural.

(6) For a leasehold improvement, the asset shall be

amortized over the asset’s useful life in accordance with
Internal Revenue Service class life ADR system guidelines
or in accordance with American Hospital Association
guidelines.
(Statutory Authority: RCW 74.09.120. 83-19-07 (Order 2025, § 388-96-
553. filed 9/16/83: 83-05-007 (Order 1944), § 338-96-553. filed Y 4/83; 82-
11-065 (Order 1808). § 388-96-553. filed 5/12/82. Statutory Authority:
RCW 74.09.120 and 74.46.800. 81-06-024 (Order 1613). § 388-96-553,
filed 2/25/81; Order 1262, § 388-96-553. filed 12/30/77.]
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WAC 388-96-554 Expensing. The following costs
shall be expensed:

(1) Expenditures for and costs of equipment, including
fumiture and furnishings, with historical cost of one hundred
fifty dollars or less per unit or a useful life of one vear or
less from the date of purchase.

(2) Subsection (1) of this section shall not apply if:

(a) The item of equipment was acquired in a group
purchase where the total cost exceeded one hundred fifty
dollars; or

(b) The item of equipment was part of the initial
equipment or stock of the nursing home.

(3) Effective January 1, 1981, for settlement purposes
for periods subsequent to that date, and for purposes of
setting rates for periods beginning July 1, 1982, and subse-
quently, subsections (1) and (2) of this section shall be
applied with the sum of five hundred dollars replacing the
sum of one hundred fifty doliars.

(4) Effective January I, 1983, for settlement purposes
for periods subsequent to that date, and for purposes of
setting rates for periods beginning July 1, 1984, and subse-
quently subsections (1) and (2) of this section shall be
applied with the sum of seven hundred fifty dollars replacing
the sum of one hundred fifty dollars.

(5) Expenditures for and costs of building and other real
property items, components and improvements, whether for
leased or owner-operated facilities. of five hundred dollars
or less. "

(6) Expenditures for and costs of repairs necessary to
maintain the useful life of equipment, including furniture.and
fumishings, and real property items, components or improve-
ments which do not increase the useful life of the asset by
two years or more. If a repair is to the interior or exterior
of the structure, the term “asset” shall refer to the structure.

(7) Remaining undepreciated cost of equipment, includ-
ing furniture or furnishings or real property-items, compo-
nents, or improvements which are rétired and not replaced,
provided such cost shall be offset by any proceeds or
compensations received for such assets, and such cost shall
be expensed only if the contractor has made a reasonable
effort to recover at least the outstanding book value of such
assets. If a retired asset is replaced, WAC 388-96-572(3)
shall apply and the replacement or renewal shall be capital-
ized if required by WAC 388-96-553.

(Statutory Authority: RCW 74.09.120 83-19-047 (Order 2025), § 388-96-
554, filed 9/16/83; 83-05-007 (Order 1944), § 388-96-554, filed 2/4/83 ]

WAC 388-96-555 Depreciation expense. Deprecia-
tion expense on depreciable assets which are required in the
regular course of providing patient care will be an allowable
cost. It shall be (1) identifiable and recorded in the contrac-
tor's accounting records and (2) computed using the depreci-
ation base, lives and methods specified below.

{Order 1262, § 388-96-555, filed 12/30/77.]

WAC 388-96-557 Depreciable assets. (1) Tangible
assets of the following types in which a contractor has an
economic interest through ownership or lease agreement are
subject to depreciation:

(a) Building - The basic structure or shell and additions
thereto.

(Title 388 WA C—page 362)

)

L

Title 388 WAC: DSHS (Public Assistance:

{b) Building fixed equipment - Attachments to buildings,
such as wiring. electrical fixtures. plumbing, efevators,
heating system, and air conditioning system. The general
characteristics of this equipment are:

(1) Affixed to the building and not subject to transfer;
and

(ii) A fairly long life, but shorter than the life of the
building to which affixed.

(¢) Major movable equipment - Such items as beds,
wheelchairs, desks, and'x-ray machines. The general
characteristics of this equipment are:

(i) A relatively fixed location in the building;

(i1) Capable of being moved as distinguished from
building equipment;

(ili) A unit cost sufficient to justify ledger control;

(iv) Sufficient size and identity to make control feasible
by means of identification tags: and

(v) A minimum life of approximately three years.
Effective January 1, 1981, for settlement purposes for
periods subsequent to that date. and for purposes of setting
rates for periods beginning July 1, 1982, and subsequently,
this equipment shall be characterized by a minimum life of
greater than one year.

(d) Minor equipment - Such items as wastebaskets,
bedpans, syvringes. catheters, silverware, mops, and buckets
which are properly capitalized. No depreciation shall be
taken on items which are not properly capitalized (see WAC
388-96-553). The general characteristics of minor equipment
are: ‘
(i) In general. no fixed location and subject to use by
various departments;

(i) Small in size and unit cost;

(iii) Subject to inventory control;

(iv) Large number in use; and

(v) Generally. a usefu! life of one to three years.

(e) Land improvements - Such items as paving, tunnels,
underpasses, on-site sewer and water lines, parking lots,
shrubbery, fences, walls, etc., where replacement is the
responsibility of the contractor.

(f) Leasehold improvements - Betterments and additions
made by the lessee to the leased property, which become the
property of the lessor after the expiration of the lease.

(2) Land is not depreciable. The cost of land includes,
but is not limited to, the cost of such items as off-site sewer
and water lines. public utility charges necessary to service
the fand. governmental assessments for street paving and
sewers, the cost of permanent roadways and grading of a
nondepreciable nature, and the cost of curbs and sidewalks,
replacement of which is not the responsibility of the contrac-
tor.

{Statutory Authority' RCW 74.09.120. 84-24-050 (Order 2172), § 388-96-
§57, filed 12/4/84: 83-19-047 (Order 2025), § 388-96-557. filed 9/16/83; 81-
22-081 (Order 1712). § 388-96-557. filed 11/4/81. Statutory Authority:

RCW 74.09.120 and 74.46.800. 81-06-024 (Order 1613), § 388-96-557.
filed 2/25/81; Order 1262. § 388-96-557, filed 12/30/77 ]

WAC 388-96-559 Cost basis of land and deprecia-
tion base. (1) For all pariial or whole rate periods after
December 31, 1984, the total depreciation base of deprecia-
ble assets and the cost basis of land shal! be the lowest of:

(a) The concractor’s appraisal, if any;

(1995 Ed)
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(b) The department’s appraisal obtained through the
department of general administration of the state of Wash-
ington, if any; or

(c) The historical purchase cost of the contractor. or
lessor if the assets are leased by the contractor, in acquiring
ownership of the asset in an arm’s-length transaction. and
preparing the asset for use, less goodwill, and less accumu-
lated depreciation, if applicable, incurred during periods the
assets have been used in or as a facility by any and all
contractors. Such accumulated depreciation is to be mea-
sured in accordance with subsection (5) of this section and
WAC 388-96-561, 388-96-565, and 388-96-567. Where the
straight-line or sum-of-the-years digits method of deprecia-
tion is used the contractor:

(i) May deduct salvage values from historical costs for
each cloth based item, e.g., mattresses, linen, and draperies;
and

(ii) Shall deduct salvage values from historical costs of
at least:

(A) Five percent of the historical value for each
noncloth item included in moveable equipment; and

(B) Twenty-five percent of the historical value for each
vehicle.

(2) Unless otherwise provided or limited by this chapter
or by chapter 74.46 RCW, the department shall, in determin-
ing the total depreciation base of a depreciable real or
personal asset owned or leased by the contractor, deduct
depreciation relating to all periods subsequent to the more
recent of:

(a) The date such asset was first used in the medical
care program; or

(b) The most recent date such asset was acquired in an
arm’s-length purchase transaction which the department is
required to recognize for Medicaid cost reimbursement
purposes.

No depreciation shall be deducted for periods such asset
was not used in the medical care program or was not used
to provide nursing care.

(3) The department may have the fair market value of
the asset at the time of purchase established by appraisal
through the department of general administration of the state
of Washington if:

(a) The department challenges the historical cost of an
asset; or

(b) The contractor cannot or will not provide the
historical cost of a leased asset and the department is unable
to determine such historical cost from its own records or
from any other source.

The contractor may ailocate or reallocate values among
land, building, improvements, and equipment in accordance
with the department’s appraisal.

If an appraisal is conducted, the depreciation base of the
asset and cost basis of land will not exceed the fair market
value of the asset. An appraisal conducted by or through the
department of general administration shall be final unless the
appraisal is shown to be arbitrary and capricious.

(4) For leased assets, the department may examine
documentation in its files or otherwise obtainable from any
source to determine:

(a) The lessor’s purchase acquisition date; or

(b) The lessor’s historical cost at the time of the last

, .
arm’c lonath mitrrbhorn tecamanaelan

388-96-539

If the department is unable to determine the lessor’s
acquisition date by review of its records or other records. the
department, in determining fair market value as of such date,
may use the construction date of the facility, as found in the
state fire marshal’s records or other records, as the lessor's
purchase acquisition date of leased assets.

(5) For all rate periods past or future, where depreciable
assets or land are acquired from a related organization. the
contractor's depreciation base and land cost basis shall not
exceed the base and basis the related organization had or
would have had under a contract with the department.

(6) If a contractor cannot or will not provide the lessor’s
purchase acquisition cost of assets leased by the contractor
and the depantment is unable to determine historical purchase
cost from another source, the appraised asset value of land,
building, or equipment, determined by or through the
department of general administration shall be adjusted. if
necessary, by the department using the Marshall and Swift
Valuation Guide to reflect the value at the lessor’s acquisi-
tion date. If an appraisal has been prepared for leased assets
and the assets subsequently sell in the first arm’s-length
transaction since January 1, 1980, under subsection (8) of
this section, the Marshall and Swift Valuarion Guide will be
used to adjust, if necessary, the asset value determined by
the appraisal to the sale date. If the assets are located in a
city for which the Marshall and Swift Valuation Guide
publishes a specific index, or if the assets are located in a
county containing that city, the city-specific index shall be
used to.adjust the appraised value of the asset. If the assets
are located in a city or county for which a specific index is
not calculated, the Wesrern District Index calculated by
Marshall and Swift shall be used.

(7) For all rates effective on or after January 1, 1985, if
depreciable assets or land are acquired by purchase which
were used in the medical care program on or after January
1. 1980, the depreciation base or cost basis of such assets
shall not exceed the net book value existing at the time of
such acquisition or which would have existed had the assets
continued in use under the previous Medicaid contract with
the department: except that depreciation shall not be accumu-
lated for periods during which such assets were not used in
the medical care program or were not in use in or as a
nursing care facility. ‘

(8)(a) Subsection (7) of this section shall not apply to
the most recent arm’s-length purchase acquisition if it occurs
ten years or more after the previous arm’s-length transfer of
ownership nor shall subsection (7) of this section apply to
the first arm’s-length purchase acquisition of assets occurring
on or after January 1, 1980, for facilities participating in the
Medicaid program before January 1, 1980. The depreciation
base or cost basis for such acquisitions shall not exceed the
lesser of the fair market value as of the date of purchase of
the assets determined by an appraisal conducted by or
through the department of general administration or the
owner’s acquisition cost of each asset, land. building. or
equipment. An appraisal conducted by or through the
department of general administration shall be final unless the
appraisal is shown 10 be arbitrary and capricious. Should a
contractor request a revaluation of an asset, the contractor
must document ten years have passed since the most recent
arm’s-length transfer of ownership. As mandated by Section
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(3) Contractors shall depreciate building improvements
over the remaining useful life of the building, as modified by
the improvement. but not less than fifteen years.

(4) Improvements to leased property which are the
responsibility of the contractor under the terms of the lease
shall be depreciated over the useful life of the improvement.

(5) A contractor may change the estimate of an asset's
useful life to a longer life for purposes of depreciation.
[Statutory Authority: RCW 74.46.800. 94-12-043 (Order 3737). § 388-96-
$65. filed 5/26/94, effective 6726/94. Statutory Authority: RCW 74.09.180
and 74.46.800. 89-01-095 (Order 2742), § 388-96-565, filed 12/21/88.
Statutory Authority: RCW 74.46.800. 87-09-058 (Order 2485). § 388-96-
565, filed 4/20/87. 86-10-055 (Order 2372), § 388-96-5635, filed 5/7/86.
effective 7/1/86. Statutory Authonity: RCW 74.09.120. 83-19-047 (Order
2025). § 388-96-565. filed 9/16/83: 81-22-081 (Order 1712), § 388-96-565.
filed 11/4/81. Statutory Authority: RCW 74.09.120 and 74.46.800. 81-06-
024 (Order 1613). § 388-96-565, filed 2/25/81; Order 1262. § 388-96-565.
filed 12/30/77.)

WAC 388-96-567 DMethods of depreciation. (1)
Buildings, building improvements, land improvements, lease-
hold improvements, and fixed equipment shall be depreciated
using the straight-line method. Major-minor equipment shall
be depreciated using either the straight-line method, the sum-
of-the-years digits method.or declining balance method not
to exceed one hundred fifty percent of the straight-line rate.
Contractors which have elected to take either the sum-of-the-
years digits method or the declining balance method of
depreciation on major-minor equipment may change to the
straight-line method without permission of the department.

(2) The annual provision for depreciation shall be
reduced by the portion allocable to use of the asset for
purposes not both necessary and related to patient care.

(3) No further depreciation shall be claimed after an

asset has been fully depreciated unless a new depreciation
base is established pursuant to WAC 388-96-559.
{Statutory Authority: RCW 74.36.800. 86-10-055 (Order 2372). § 388-96-
567. filed 5/7/86. effective 7/1/86. Statutory Authority: RCW 74.09.120.
74.46.840 and 74.46.800. 85-17-052 (Order 2270), § 388-96-567, filed
8/19/85. Statutory Authority: RCW 74.09.120. 81-22-081 (Order 1712).
§ 388-96-567. filed 11/4/81. Statutory Authority: RCW 7409.120 and
74.46.800. 81-06-024 (Order 1613), § 388-96-567, filed 2/25/81; Order
1262. § 388-96-567. filed 12/30/77.}

WAC 388-96-569 Retirement of depreciable assets.
(1) Where depreciable assets are disposed of through sale,
trade-in, scrapping. exchange, theft, wrecking, or fire or
other casualty, depreciation shall no longer be taken on the
assets. No further depreciation shall be taken on permanent-
ly abandoned assets.

(2) Where an asset has been retired from active use but
is being held for stand-by or emergency service, and the
department has determined that it is needed and can be
effectively used in the future, depreciation may be taken.

(3) For rate setting effective July 1, 1991 through June
30. 1993, if a Medicaid contractor or lessor related to a
lessee Medicaid contractor. as defined in this chapter, sells
any or all of the nursing facility’s tangible and/or intangible
assets. including. but not limited to, land. building, equip-
ment, supplies. goodwill, and beds authorized by certificate
of need, the depantment shall recover depreciation reimburse-
ment paid to the selling contractor or lessee related to the

v 1 L e L S | R A Y-

388-96-565

depreciation reimbursement only to the extent there was a
gain on sale as defined in this chapter. Further. the depart-
ment shall recover depreciation reimbursement for deprecia-
tion from July 1, 1991, forward only.

(4) Recovery of depreciation reimbursement as autho-
rized in this section shall apply to all transfers of assets by
sale on or after July 1, 1991, unless pursuant to an enforce-
able agreement in place prior to July 1, 1991, and on file
with the department’s rates management office on or before
December 31, 1991,

(5) Recovery of depreciation reimbursement shall be
from the buyer whether or not such buyer operates the
nursing facility or is a Medicaid contractor. If recovery
cannot be made from the buyer in whole or in part, the
amount due shall be recovered from the selling contractor or
selling lessor related to the contractor. If the buyer leases
some or all of the assets purchased to a related party or
organization as defined in this chapter. the department may
recover directly from such related party or organization. The
total amount subject to recovery shall be due and payable
immediately after transfer of the assets by sale. However,
the department may establish a repayment schedule to
recover depreciation reimbursement for a period not to
exceed six months after the transfer by sale.

(6) If repayment is not made immediately or com-
menced and maintained in accordance with a repayment
schedule agreeable to the department, the department shall
deduct the recovery from the monthly payments, if any, for
Medicaid services made to the buyer, or from paymeants, if

- any, made to a contractor related to the buyer as defined in

this chapter. Such method of recovery shall be in addition
to all other means of recovering debt'to the state authorized
by law.

(7) The depreciation base of depreciable assets and the
cost basis of nondepreciable assets for all partial or whole
Medicaid rate periods after the sale shall be established or
continued in accordance with the provisions of this chapter.
Neither shall be adjusted to reflect any liability for recovery
of depreciation reimbursement. Upon request, the depart-
ment shall provide to any prospective buyer or seller of
nursing facility assets the total depreciation reimbursement
paid from July 1, 1991 through June 30, 1993 to the selling
contractor or lessee related to the selling lessor.

(Statutory Authority: RCW 74.46.800 and 74.09.120. 93-19-074 (Order
3634), § 388-96-569. filed 9/14/93, effective 10/15/93: 91-22-025 (Order
3270), § 388-96-569, filed 10/29/91, effective 11/29/91: 81-06-024 (Order

1613). § 388-96-569. filed 2/25/81: Order 1262, § 388-96-569, filed
12730777 ]

WAC 388-96-571 Handling of gains and losses upon
retirement of depreciable assets settlement periods prior
to 1/1/81 and rate periods prior to 7/1/82. (1) For settle-
ment purposes for periods prior to January 1, 1981, and for
rate-setting purposes for periods pror to July 1, 1982, gains
and losses on the retirement of depreciable assets either
during the period of participation in the program or within
twelve months following termination, shall be treated in
accordance with this section.

(2) A gain or loss on the retirement of an asset shall be
the difference between the remaining undepreciated base and
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asset. For purposes of subsections (3) and (4) of this
section, the total gain shall be reduced by one percent for
each month of ownership of an asset with an expected useful
life of one hundred months or longer. For an asset with an
expected useful life of less than one hundred months, total
gain shall be reduced by the portion thereof equal to the
ratio of the actual life of the asset from its most recent arms-
length acquisition up to the date of retirement to its expected
useful life.

(3) If the retired asset is replaced, the gain or loss shall
be applied against or added to the cost of the replacement
asset, provided that a loss will only be so applied if the
contractor has made a reasonable effort to recover at least
the outstanding book value of the asset.

(4) If the retired asset is not replaced, or if the contrac-
tor is terminating its contract, the gain or loss shall be spread
over the actual life of the asset up to the date of retirement,
provided that a loss will only be so spread if the contractor
has made a reasonable effort to recover at least the outstand-
ing book value of the asset. The difference between reim-
bursement actually paid for depreciation in any period
beginning on or after January 1, 1978, and the reimburse-
ment for depreciation which would have been paid with the
base adjusted to reflect the gain or loss, will be computed.
Where the difference results from a gain, it shall bé recov-
ered by the department. Where the difference results from
a loss, it will be added to allowable costs for purposes of
determining settlement.

! {Statutory Authority: RCW 74.09.120 and 74.46.800. 81-06-024 (Order
1613), § 388-96-571, filed 2/25/81. Statutory Authority: RCW 74.08.090

and 74.09.120. 78-06-080 (Order 1300), § 388-96-571, filed 6/1/78,; Order
361, § 388-96-571, filed 12/30/77 )

WAC 388-96-572 Handling of gains and losses upon
retirement of depreciable assets—Other periods. (1) This
section shall apply in the place of WAC 388-96-571 effec-
tive January I, 1981, for purposes of settlement for settle-
ment periods subsequent to that date, and for purposes of
setting rates for rate periods beginning July 1, 1982, and
subsequently. '

(2) A gain or loss on the retirement of an asset shall be
the difference between the remaining undepreciated base and
any proceeds received for, or to compensate for loss of, the
asset.

(3) If the retired asset is replaced, the gain or loss shall
be applied against or added to the cost of the replacement
asset, provided that a loss will only be so applied if the
contractor has made a reasonable effort to recover at least
the outstanding book value of the asset.

(4) If the retired asset is not replaced, any gain shall be
offset against property expense for the period during which
it is retired and any loss shall be expensed subject to the
provisions of WAC 388-96-554(7).

{Swurutory Authority: RCW 74.46.800. 74.46.450 and 74.09.120. 93-12-051
(Order 3555), § 388-96-572. filed 5/26/93. effective 6/26/93. Statutory
Authority: RCW 74.09.120. 83-19-047 (Order 2025), § 388-96-572, filed

9/16/83. Statutory Authority: RCW 74.09.120 and 74.46.800. 81-06-024
(Order 1613), § 388.96-572, filed 2/25/81 )

WAC 388-96-573 Recovery of excess over straight-
line depreciation. This section shall apply to settlement

ITiele 100 vEr s PP
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periods prior to January 1. 1981. only. If a contractor
terminates its contract without selling or otherwise retiring
equipment which was depreciated using an accelerated
method. depreciation schedules relating to these assets for
periods during which the contractor participated in the
program shall be adjusted. The difference between reim-
bursement actually paid for depreciation in any period
beginning on or after January 1. 1978, and the reimburse-
ment which would have been paid for depreciation if the
straight-line method had been used. will be recovered by the
department.

(Statutory Authority: RCW 74.09.123. 83.05-007 (Order 1944), § 388-96-
573, filed 2/4/83; Order 1262, § 388-96-573, filed 12/30/77.]

WAC 388-96-580 Operating leases of office equip-
ment. Rental costs of office equipment under arm’s-length
operating leases shall be allowable to the extent such costs
are necessary, ordinary, and related to patient care. Begin-
ning January 1, 1985. office equipment rental costs shall be
reimbursed in the administration and operations cost center.
Office equipment may include items typically used in admin-
istrative or clerical functions such as telephones, copy
machines, desks and chairs, calculators and adding machines,
file cabinets, typewriters. and computers. However, expens-
es of leasing computers may not be reimbursed in excess of
ten cents per patient day. Effective with July I, 1993 rate
setting, office equipment rental costs shall be reimbursed in
the administrative cost center.

(Statutory Authority: RCW 74.46.800 and 7+.09.120. 93-19-074 (Order
3634), § 388-96-580, filed 9/14/93, effective 10/15/93. Statutory Authority:
RCW 74.09.120. 74.46.840 and 74.46.800. 85-17-052 (Order 2270), § 388-
96-580, filed 8/19/85. Statutory Authority: RCW 74.09.120. 84-24-050

(Order 2172), § 388-96-580, filed 12/4/84. Statutory Authority: RCW
74.46.800. 84.12.039 (Order 2105), § 388-96-580, filed 5/30/84.]

, See WSk 45 -1H-19

WAC 388-96-585  Unallowable costs. (1) The
departmynt shall not allow costs if not documented, neces-
sary, ordipary, and related to the provision of care services

the following:

of items or services not covered by the
medical careyprogram. Costs of nonprogram items or
services even i\ indirectly reimbursed by the department as
the result of an duthorized reduction in patient contribution;

(b) Costs of Services and items covered by the Medicaid
program but not iycluded in the Medicaid nursing facility
daily payment raté. Items and services covered by the
Medicaid nursing fXcility daily payment rate are listed in
chapters 388-86 and §88-88 WAC;

(c) Costs associatgd with a capital expenditure subject
to Section 1122 approval (Part 100, Title 42 C.F.R.) if the
depaniment found the c}pital expenditure inconsistent with
applicable standards, critria. or plans. If the contractor did
not give the department thmely notice of a proposed capital
expenditure. all associated {osts shall be nonallowable as of
the date the costs are deteymined not to be reimbursable
under applicable federal regations:

(d) Costs associated with\a construction or acquisition
project requiring certificate o) need approval pursuant to
chapter 70.38 RCW if such applpval was not obtained;

v
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{e) Costs of cutside activities {e.g.. costs allocable to the
use of a vehitle for personal purposes or related to the part
of a facility ldased out for office space);

() Salarie} or other compensation of owners, officers,
directors. stockholders, and others associated with the
contractor or hgme office, except compensation paid for
service related to\patient care:

(g) Costs in 4xcess of limits or violating principles set
forth in this chaptdr;

(h) Costs resulting from transactions or the application
of accounting methbds circumventing the principles of the
prospective cost-related reimbursement system;

(i) Costs applicable to services, facilities, and supplies
furnished by a related\organization in excess of the lower of
the cost to the related prganization or the price of compara-
ble services, facilities, Yor supplies purchased elsewhere;

() Bad debts. Beginning July 1, 1983, the department
shall allow bad debts of Title XIX recipients only if:

(1) The debt is relaed to covered services:

(ii) It arises from the recipient’s required contribution
toward the cost of care;

(iti) The provider
efforts were made;

(iv) The debt was adtually uncollectible when claimed
as worthless; and

{v) Sound business judgment established there was no
likelihood of recovery at apv time in the future.

Reasonable collectioh efforts shall consist of three
documented attempts by the contractor to obtain payment.
Such documentation shall démonstrate the effort devoted to
collect the bad debts of Titla XIX recipients is at the same
level as the effort normally\devoted by the contractor to
collect the bad debts of non-{fitle XIX patients. Should a
contractor collect on a bad dabt, in whole or in part, after

filing a cost report, reimburgement for the debt by the
department shall be refunded to\the department to the extent
of recovery. The department shall compensate a contractor
for bad debts of Title XIX recipients at final settlement
through the final settlement procgss only.

(k) Charity and courtesy alloyvances;

(1) Cash, assessments, or othe} contributions, excluding
dues, to charitable organizations. prpfessional organizations,
trade associations. or political partigs, and costs incurred to
improve community or public relations. Any portion of
trade association dues attributable th legal and consultant
fees and costs in connection with ldwsuits or other legal
action against the department shall be\unallowable;

(m) Vending machine expenses;

(n) Expenses for barber or beautician services not
included in routine care,

(o) Funeral and burial expenses;

(p) Costs of gift shop operations an

(q) Personal items such as cosmetics,
newspapers and magazines, and clothing.
in patient activity programs where clot
routine care:

(r) Fund-raising expenses. except expenses directly
related to the patient activity program:

(s) Penaltues and fines:

() Expenses related to telephones, televisions, radios,
a~ 1 <imilar ancliances in patients’ private accommodations:

g

n establish reasonable collection

inventory;

oking materials,
cept items used
ing is a part of

388-96-385

Costs of special care services except where autho-
rized by the department:

(wWAExpenses of any employee benefit not in fact made
availabld\to all employees on an equal or fair basis in terms
of costs b emplovees and benefits commensurate to such
costs, e.g.\key-man insurance, other insurance, or retirement
plans;

(x) Expenses of profit-sharing plans;

(y) Expenses related to the purchase and/or use of
private or conmercial airplanes which are in excess of what
a prudent cdntractor would expend for the ordinary and
economic proyision of such a transportation need related to
patient care;

(z) Personal expenses and allowances of owners or
relatives;

(aa) All edpenses for membership in professional
organizations an{ all expenses of maintaining professional
licenses, e.g., nutsing home administrator’s license;

(bb) Costs related to agreements not to compete,;

(cc) Goodwill and amortization of goodwill;

(dd) Expense Yelated to vehicles which are in excess of
what a prudent confractor would expend for the ordinary and
economic provision\of transportation needs related to patient

care,

(ee) Legal and cpnsultant fees in connection with a fair
hearing against the department relating to those issues where:

(i) A final admin\strative decision is rendered in favor
of the department or Yhere otherwise the determination of
the department stands \at the termination of administrative
review; or

(ii) In connection Wjth a fair hearing, a final administra-
tive decision has not bedn rendered; or

(iti) In connection wWith a fair hearing, related costs are
not reported as unallowable and identified by fair hearing
docket number in the peliod they are incurred if no final
administrative decision hay been rendered at the end of the
report period; or

(iv) In connection witd a fair hearing, related costs are
not reported as allowable. iffentified by docket number, and
prorated by the number of{issues decided favorably to a
contractor in the period a fjnal administrative decision is
rendered.

(ff) Legal and consultant fees in connection with a
lawsuit against the department, including suits which are
appeals of administrative deci}ions;

(gg) Lease acquisition colts and other intangibles not
related to patient care;

(hh) Interest charges asses
ton for failure to make timely
interest expenses incurred for |
refunds;

(i) Beginning January 1, 1985, lease costs. including
operating and capital leases, exckpt for office equipment
operating lease costs;

(jj) Beginning January 1, 1985\ interest costs;

(kk) Travel expenses outsidg the states of Idaho.
Oregon. and Washington. and thd Province of British
Columbia. However, travel to or frokn the home or central
office of a chain organization operatiny a nursing home will
be allowed whether inside or outsidé\these areas if such
travel is necessarv, ordinary. and related to patient care;

d by the state of Washing-

fund of overpayments and
ns obtained to make such
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(I1) Board of director fees for services in excess of one
hundred\dollars per board member, per meeting. not to
exceed twklve meetings per vear:

{mm)Woving expenses of employees in the absence of
a demonstryited. good-faith effort to recruit within the states
of Idaho, Qregon. and Washington. and the Province of
British Coluinbia;

(nn) Forlates effective after June 30, 1993, depreciation
expense in extess of four thousand dollars per vear for each
passenger cay or other vehicles primarily used for the
administrator, facility staff, or central office staff;

(00) Any qosts assoctated with the use of temporary
health care persbnnel from any nursing pool not registered
with the director\of the department of health at the time of
such pool personkel use;

(pp) Costs of payroll taxes associated with compensation
in excess of allowhkble compensation for owners, relatives,
and administrative personnel;

(qq) Departmebt-imposed postsurvey charges incurred
by the facility as a Yesult of subsequent inspections which
occur beyond the firgt postsurvey visit during the certifica-
_tion survey calendar \ear:

(rr) For all partidl or whole rate periods after July 17,
1984, costs of assets.\including all depreciable assets and
land, which cannot be feimbursed under the provisions of the
Deficit Reduction Act bf 1984 (DEFRA) and state statutes
and regulations implemknting DEFRA:

(ss) Effective for Jdlv 1, 1991, and all following rates,
compensation paid for agv purchased nursing care services,
including registered nurse) licensed prauical nurse, and nurse
assistant services, obtained through service contract arrange-
ment in excess of the amodnt of compensauons which would
have been paid for such hdurs of nursing care services had
they been paid at the combihed regular and overtime average
hourly wage, including relhted taxes and benefits, for in-
house nursing care staff of \ike classification of registered
nurse, licensed practical nulse, or nursing assistant at the
same nursing facility. as repdrted on the facility’s filed cost
report for the most recent cog report period;

(tt) Outside consultation §xpenses required pursuant to
WAC 388-88-135:

(uu) Fees associated with|filing a bankruptcy petition
under chapters VII. X1. and XIIA pursuant to the Bankruptcy
Reform Act of 1978, Public Lay 95-598;

(vv) All advertising or prorpotional costs of any kind,
except reasonable costs of clasdified advertising in trade
Journals, local newspapers. orlsimilar publications for
employment of necessary staff.
[Statutory Authority: RCW 74 46.800. 94-12-043 (Order 3737), § 388-96-
585. filed 5/26/94, effective 62693, 93-17-083 (Order 3615). § 388-96-585,
filed 8/11/93. effective 9/11/93. Statutory uthority: RCW 74.46.800.
74.46 450 and 74.09.120. 93-12-051 (Orde} 3555). § 388-96-585. filed
5/26/93. effective 6/26/93. Statutory Authorify: RCW 74.09.120. 91.22-
025 (Order 3270). § 388-96-585. filed 10/%9/91. effective 11/29/91.
Statutory Authority. RCW 74.09.120 and 74¥6 800. 90-09-061 {Order
1970). § 388-96-585. filed 4/17/90. effective 5/A8/90. Statutory Authority:
RCW 74.46 800. 89-17-030 iOrder 2847), § §88-96-585. filed 8/8/89.
effective 9/8/89. Starutory Authority: RCW 74.08.180 and 74.46.800. 89-
01-095 (Order 2742). § 388-94.585, filed 122148 Statutory Authority:
RCW 74.46.800 87-09-058 (Order 2485), § 388-56-585, filed $/20/87: 86-
10-055 (Order 23723, § 288-94-585. filed 5/7/86. Yfective 7/1/86: 84-12-
039 (Order 21051, § 255-36-585. filed 5/30¢84. Stadnory Authority: RCW
7409.120. 82-19-047 (Order 2C:<) § 388.96-585, f¥ed 9/16/83; 82-21-025
(Ocder 1892), § 388-95-538%, filed XOII" 82, 82-11-06X Order 1808), § 388-

[Title 388 WA C—page 268]

\

OMer 17123, § 388-96-585. filed 11/4/81.
'X0 and 7436800, 81-06-024 (Order
tutony Autherity: RCW 74.09.120
fiied 4/4/79. Statutory Authonty:

96-585. filed S/14/82 31-22.08:
Statutory Authority RCW 740
1613y, § 383-96-583. filed 2725 34
79-04-102 (Order 1337, § 788-85.5
RCW 74.08.090 and "+ 09 126 ~3-04080 (Order 1200). § 388-96-585.
filed 6/1/78, Order (262, § 383-9<.5535 filed 12/30/77.]
Ssqa WSR Q% “,"f"”q

WAC 388-96-704 Prospectne reimbursement rates.
(1) The departmcqt will determine prospecuve reimburse-
ment rates for sgrvices provided to recipients. Each rate
represents the conractor’s maximum compensation for one
patient day of card\of a recizient determined by the depart-
ment 1o require nur}ing f:mnt} care.

(2) A contractdy may also be assigned an individual
prospective rate for A specific recipient determined by the
department to require exceptional care.

{Statutory Authority: RCW .46 300, 94-12-043 (Order 3737). § 388-96-
704, filed 5/26/94, efizctive 6:/¥6.52 Statutory Authonty: RCW 74.09.120.
82-21.025 (Order 1892}, § 388)\06-70+. filed 10/13/82. Statutory Authority:
RCW 7408.090 and 74.09.120\ 7%-36-080 (Order 1300). § 388-96-704,
filed 6/1/78. Statutory AuthorXy: RCW 74.09.120. 78-02-013 (Order
1264), § 388-96-704. filed 1/9/7

oy
v
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WAC 388-96-705 Payment for services after
settlement. When payment for services is first made follow-
ing preliminary or final settlement for the period during
which the services were provided, payment will be at the
most recent available settlement rate.

{Statutory Authority: RCW 74.09.120 81-22-081 ¢Order 1712), § 388-96-

705, filed 11/4/31 ] $ oo ws R OTQ-—I-’—I"HC]

WA 388-96-709 Prospective rate revisions—Re-
duction in\licensed beds. (1) The department will revise a
contractor's\prospective rate when the contractor reduces the
licensed beds and:

s the department in writing thmy days before
the licensed b&d reduction; and

(b) Supplits a copy of the new bed license and docu-
mentation of thy number of beds sold, exchanged or other-
wise placed ou\ of service, along with the name of the
contractor that refeived the beds. if any; and

(c) Requests ¥ rate revision.

(2) The revisdd prospective rate shall comply with all
the provisions of Yate setting contained in this chapter
including all lids an§ maximums unless otherwise specified
in this section and rdmain in effect until a prospective rate
can be set according & WAC 338-96-713.

(3) The revised plospective rate shall be effective the
first of a month deterinined by where in the month the
effective date of the licknsed bed reduction occurs or the
date the contractor complied with subsections 1(a), (b), and
(c) of this section as folldws:

(a) If the contractor cofnplied with subsection (1)(a), (b).
and (c) of this section and the effective date of the reduction
falls:

(i) Between the first and Yhe fifteenth of the month, then
the revised prospective rate is ¥ifective the first of the month
in which the reduction occurs:\or

(ii) Between the sixteenth\and the end of the month,
then the revised prospective rate\'s effective the first of the
month following the month in whiXh the reduction occurs: or

(b) When the conzactor fails 1§ comply with subsection
I(a) of this section, then the date tRe department receives

TN35-22 APPROVAL DATE?/10/96 EFFECTIVE DATEZ/1/95 SUPERSEDES TN94-20
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from the contractor the documentation that is required by
subsedtion (1)(b) and (c) of this section shall become the
effectixe date of the reduction for the purpose of applying
subsectipn (31 axi) and (i1) of this section.

(4) For the first fiscal year of a state biennium, if a
contractok’s prospective rate is based on either WAC 388-96-
710(4) or\WAC 388-96-715(2). the department shall revise
the contradtor’s prospective rate as follows:

(a) Fox the nursing service and food cost centers, the
rate will remyain the same as before the reduction in licensed
beds;

(b) For broperty. administrative, and operational cost
centers; and feturn on investment rate, the department will
use the reducdd total of licensed beds to determine occupan-
cy level unde} WAC 388-96-719(10). If the department
computed the Jonuactor’s occupancy level of licensed beds
on the Medicaid cost report for the calendar year immediate-
ly prior to the fast fiscal year of the state biennium in which
the bed reduction occurs and the occupancy level:

(i) Was abqgve eighty-five percent and remains above
eighty-five perceht after the reduction, then the department
will:

(A) Not change the administrative and operational rate;

(B) Recomputd the property rate to reflect the new asset
basis using actual phtient dayvs from the Medicaid cost report
for the prior calendyr year; and

(C) Recomputelthe return on investment rate to reflect
the new asset basisjand the change in the property cost
center using actual patient days from the Medicaid cost
report for the prior cilendar year.

(i1) Was-below eighty-five percent and changes to at or
above eightv-five pearcent after the reduction, then the
department will recompute rates for:

{A) Administrativd and operational cost centers using
actual patient days frotn the Medicaid cost report for the
calendar year immediatelv prior to the first fiscal year of the
state biennium in whichlthe bed reduction occurs; and

(B) Property and retn on investment cost centers using
actual patient days from\the Medicaid cost report for the
prior calendar vear and thy new asset basis.

(iii) Was below eighty-five percent and remains below
eighty-five percent after the reduction, then the department
will recompute rates for:

(A) Administrative and operational cost centers using
the change in patient days freém the Medicaid cost report for
the calendar year immediatelY prior to the first fiscal year of
the state biennium in which the bed reduction occurs that
results from the reduced nun\ber of licensed beds used in
calculating the eighty-five pertent occupancy level; and

(B) Property and return on ynvestment cost centers using
the change in patient days from\the Medicaid cost report for
the prior calendar year that resul}s from the reduced number
of licensed beds used in calculading the eighty-five percent
occupancy level and o reflect the new asset basis.

(5) For the second fiscal veX of a state biennium, the
department shall revise the contrattor’s prospective rate, as
identified under subsection (4) of this section, as follows:

(a) For the nursing service anW food cost centers, the
rate will remain the same as before the reduction in licensed
beds:

(b) For properiv and return on iphvestment rates and to
d~tacmina a new occupancy levelunder WAC 388-96-

"

388-96-709

T19410), the department will use the reduced total of licensed
beds\and the cost report from the prior calendar year:

) If the occupancy level prior to the bed reduction:
Was above eighty-five percent and remains above
ive percent after the reduction, then the depariment

(1
eighty
will:

(A} Not revise the administrative or operational rates;
and

(B) Recompute the property rate to reflect the new asset
basis using actual patient days from the Medicaid cost report
for the prior calendar year; and

(C) Recompute the return on investment rate to reflect
the new agset basis and the change in the property cost
center using actual patient days from the Medicaid cost
report for the prior calendar vear.

(ii) Wak below eighty-five percent and changes to
eighty-five percent or above after the reduction, then the
department will:

(A) Not revise the administrative or operational rates;
and

(B) Revisk property and return on investment using
actual patient days from the Medicaid cost report for the
prior calendar ykar and the new asset basis.

(ili) Was below eighty-five percent and remains below
eighty-five percelt after the reduction, then the department
will:

(A) Not revisk administrative or operational rates: and

(B) Revise thd property and return on investment rates
using the change #& patient days from the Medicaid cost
report for the prioy calendar year that results from the
reduced number of\licensed beds used in calculating the
eighty-five percent dccupancy level and to reflect the new
asset basis.

(6) If a contractef’s prospective rate is based on either
a sample or budget p&r WAC 388-96-710. the depariment
shall revise the contrdctor's prospective rate by applying
subsection (4)(a) and (B) or (5)(a) and (b) of this section as
applicable and:

(a) Using the days ffom the timely received budget per
WAC 388-96-026(2) and\using occupancy as "selected” by
the department when the Ritial rate was set: or

{b) If the budget was not received timely in accordance
with WAC 388-96-026(2). using the product of the statewide
average occupancy as reportdd on all nursing facilities” prior
calendar year Medicaid cdst reports multiplied by the
number of calendar days in the calendar vear following the
decrease licensed bed capacity\multiplied by the number of
licensed beds on the new licen
[Statutory Authority: RCW 74.46.800. N-12-043 (Order 3737). § 383-96-
709. filed 5/26/94, effective 6/26/94. Statory Authority: RCW 74.46 800.

74.46.450 and 74.09.120. 93-12-051 (Orfer 3555). § 388-96-709. filed
5126193, effective 6/26/93 ]

Saq WwSR AS=14 =119
-96-710 Prospective reimbursement rate
for new contragtors. (1) The department shall establish an
initial prospectivg reimbursement rate for a new contractor
as defined under WAC 388-96-026 (1)(a) or (b) within sixty
days following reckipt by the department of a properly
completed projected Mudget (see WAC 388-96-026). The
rate shall take effect as'f the effective date of the contract
and shall comply with [ the provisions of rate setting
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sntainey in this chapter including all lids and maximums set
rorth in Yhis chapter.

(2) No set the initial prospective reimbursement rate for
a new contractor as defined in WAC 388-96-026 (1)(a) and
(b), the department shall:

(a) Detprmine whether tre new contractor belongs to the
metropolitan statistical area < MSA) peer group or the non-
MSA peer group using the ]ztest information received from
the office of management and budget or the appropriate
federal agen

(b) Select all nursing facilities from the department’s
records of all \the current Medicaid nursing facilities in the
new contractor\s peer group with the same bed capacity plus
or minus ten bdds. If the selaction does not result in at least
seven facilities\then the department will increase the bed
capacity by plus pr minus five bed increments until a sample
of at least seven Yursing facilities is obtained;

(c) Based on\the information for the nursing facilities
selected under subfection (Zub) of this section and available
to the departmentf\on the day the new contractor began
participating in the\progran:. rank from the highest to the
lowest the rates in niysing services, food. administrative, and
operational cost centdrs and based on this ranking:

(i) Determine th¥ rate in the middle of the ranking,
above and below which lie an equal number of rates (medi-
an) and then identifyv thq rate immediately above the median
for each cost center idektifiéd in subsection (2)(c) of this
section. The rate immedjztely above the median will be
known as the "selected ratt" for each cost center; and

(i1) Set the new contrattor’s rates for each cost center
identified in subsection (2)4) at the lower of the "selected
rate” or the budget rate; and

(i1i) Set the property rite in accordance with the
provisions of this chapter: and

(iv) Set the return on investment rate in accordance with
the provisions of this chapter. computing the financing
allowance, the department shall use for the nursing services,
food, administrative, and operatioNal cost centers the rates
set pursuant to subsection (2)(c)(i) ynd (ii) of this section.

(d) Any subsequent revisions tohe rate components of
the sample members will not impYyct a "selected rate”
component of the initial prospective rite established for the
new contractor under this subsection) unless, a "selected
rate” identified in subsection (2)(c) is\at the median cost
limit established for July I, then the Inedian cost limit
established after October 21 for that "seldeted rate” compo-
nent becomes the component rate for the Aew contractor.

(3) If the department has not receiyed a properly
completed projected budget from the new contractor as
defined under WAC 388-96-026 (1)(a) or (B at least sixty
days prior to the effective date of the new\contract, the
department shall establish rates for:

(a) Nursing services, food, administrative akd operation-
al cost centers based on the “"selected rates” as\determined
under subsection (2)(c) of this section that are i} effect on
the date the new contracior began participating in the
program; and

(b) Property in accordance with the provision§ of this
chapter using for the new contractor as defined under:

(i) WAC 388-96-02% (1)(a). information frdm the
certificate of need: or

\(ii) WAC 388-96-026 (1)(b), information provided by
the new contractor within ten days of the date the depart-
ment Yequests the information in writing. If the contractor
as defihed under WAC 388-96-026 (1)(b). has not provided
the reduested information within ten days of the date

provisiony of this chapter using the "selected rates” estab-
lished under subsection (2)(c) of this section that are in
effect on the date the new contractor began participating in
the progran\. to compute the working capital provision and
variable retdrn for the new contractor as defined under:

(i) WAL 388-96-026 (1)(a), information from the
certificate of yreed; or

(it) WAQ 388-96-026 (1)(b), information provided by
the new contrdctor within ten days of the date the depart-
ment requests the information in writing. If the contractor
as defined undeY WAC 388-96-026 (1)(b). has not provided
the requested Anformation within ten days of the date
requested, then the net book value of allowable assets will be
zero. The financing allowance rate component will remain
zero until the infdrmation is received.

(4) The initial\prospective reimbursement rate for a new
contractor as defindd under WAC 388-96-026 (1)(c), shall be
the last prospective reimbursement rate paid by the depart-
ment to the Medidaid contractor operating the nursing
facility immediately\ prior to the effective date of the new
contract.

(5) If the new cohtractor as defined under WAC 388-96-
026 (1)(a), (b), or (c) began participating in the program
beginning in the first Year of a state fiscal biennium or had
its first year of a state\fiscal biennium rate set under WAC
388-96-710(6), its July \l prospective reimbursement rate for
the second vear of that %tate fiscal biennium shall:

(a) Be the initial prdspective rate set in accordance with
WAC 388-96-710 inflated in accordance with WAC 388-96-
*719; and

(b) Remain in effect
under WAC 388-96-713.

(6) If the new contraktor began participating in the
program beginning in the\second year of a state fiscal
biennium, its July 1 prospec\ive reimbursement rate for the
first vear of the next state fisdal biennium will be set for the
new contractor defined under!

(a) WAC 388-96-026 (1)(}) and (b), by applying WAC
388-96-710 (2) and (3) using the July 1 rate components
established for the first year of| the state’s fiscal biennium
following the second year of tht swate’s fiscal biennium in
which the new contractor began phrticipating in the program:
or

ntil a prospective rate can be set

(b) WAC 388-96-026 (1)(c). By using twelve months of
cost report data derived from the gld contractor’s data and
the new contractor’s data for the co% report year prior to the
first year of the state fiscal biennium for which the rate is
being set and applying WAC 388-96.719 through 388-96-
754 to set the component rates.

(7) For July 1. 1993 rate setting on\y. if a new contrac-
tor as defined under WAC 388-96-026(1)is impacted by the
peer group median cost plus twenty-five percent limit in its
nursing services cost, such contractor shall not receive a per
patient day prospective rate in nursing sefvices for July I.

(1995 E4.)
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1993 lower than the same contractor’s prospective rate in
nursing servicey as of June 30. 1993, as refiected in depart-
mental records a\ of that date. inflated by anyv increase in the
IPD Index authorized by WAC 388-96-719.

RTW 7446 800. 94-12.043 (Order 3737), § 388-96-
710, filed 5726/94, effecu\e 6/26/94. §3.17-032 (Order 3£15), § 388-96-710,
filed 8/11/93, effective N1 1/93. Statutory Authorty: RCW 74.46.800,
74.46.450 and 74.09.120.\93-12-051 (Order 3555). § 388-96-710, filed
5/26/93, effective 6/26/93. Rtatutory Authorty: RCW 74.46.800. 92-16-
013 (Order 3424), § 388-96-NIQ. filed 7/23/92, effective 3/23/92. Statutory
Authority: 1987 ¢ 476. 88X)1-125 (Order 2573), § 388-96-710, filed
12/23/87. Statutory Authority: \RCW 74.46 800. 87-(9-058 (Order 2485),
§ 388-96-710, filed #/20/87. Stawtory Authonty: RCW 74.09.120. 83-19-
047 (Order 2025). § 338-96-710.Y!ed 9/16/83; 78-02-013 (Order 1264), §
388-96-710. filed 1/9/78 ]

{Statutory Authonity:

WAC 383.96-713 Rate determination. (1) Each
contractor’s reimpursement rate will be determined prospec-
tively once each \tate biennium as provided in this chapter
to be effective July 1 of the first fiscal year of each bienni-
um. Rates shall be adjusted as provided in this chapter to be
effective July 1 of the second year of each biennium and
may be adjusted nlore frequently to take into account
program changes.

(2) If the contrac\or Participated in the program for less
than six months of thq prior calendar year, its rates will be
determined by proceddres set forth in WAC 388-96-710.

(3) Beginning with\rates effective July 1, 1984, contrac-
tors submitting correct 3nd complete cost reports by March
31st, shall be notified Yf their rates by July Ist, unless

» circumstances beyond the\control of the department interfere.
RCW 74M6 800 and 74.09.120. 93-19-074 (Order
3634). § 388-96-713. filed 9/14P3. effective 10/15./93; 90-09-061 (Order
2970). § 388-96-713, filed ¥/17/K). effective 5/18/90 Statutory Authority:
RCW 74.09.120. 83-19-047 (Orddr 2025), § 288.96-713. filed 9/16/83; 81-

15-049 (Order 1669). § 388-96-714. filed 7/15/81; 80-06-122 (QOrder 1510),
§ 388-96-713. filed 5/30/80. effeckive 7/1/80. 78-02-0i3 (Order 1264), §

388-96-713, filed 1/9/78.]
w-sR 45 ~14-119

29
8-96-716 Cost areas. A contractor's overall
rate for medical care recipients shall consist
ix component rates. each covering one cost
st areas are:
ervices;

{Statutory Authonty:

WAC
reimburseme
of the total of
area. The six ¢

(1) Nursing

(2) Food;

(3) Administr

(4) Operationa

(5) Property: an

(6) Return on intestment.

{Statutory Authority: RCW\ 74.46.800 and 72.09.120. 93-19-074 (Order
3634). § 388-96-716. filed 9/14/93, effective 10/15/93 Statutory Authority:
RCW 74.46.800. 92-16-013\(Order 3+24). § 388-96-716. filed 7/23/92,
effective 8/23/92. Statutory QWuthority: 1987 ¢ 476, $8-01-126 (Order
2573). § 3838-96-716. filed 12/2%/87. Statutory Authonity: RCW 74.09.120.
84.24-050 (Order 2172), § 384.96-716, filed 12/4/82, 83-19-047 (Order
(2025), § 388-96-716. filed 9/16/43. 81-15-049 (Order 1649). § 388-96-716.
filed 7/15/81; 80-06-122 (Ordkr 1510). § 388.96-716. filed 5/30/80,
effective 7/1/30; 78-02-013 (Ordex 1264), § 388-96-716. filed 1/9/78 ]

ive;

WAC 388-96-717 Desk review adjustments. (1) The
department shall analyze each annual cost report to deter-
mine if the information is correct, complete. and reported in
conformity with gencrally accepted accounting principles, the
nursing home accounting and reporting manual. and instruc-

Nursing Home—Accounting—Reimbursement

S WSRAS-j4-)|9

388-96-710

ment to determine whether reported information is correct
and complete may include. but is not limited to:

(a) An examination of reported costs for prior years;

(b) An examination of desk review adjustments made in
prior years and their final disposition; and

(c) An examination of findings, if any, from field audits
of cost reports from prior years and findings, if any, from
the field audit of the cost report under analysis.

(2) If it appears from this analysis a contractor has not
correctly determined or reported its costs, the department
may make adjustments to the reported information for the
purpose of establishing reimbursement rates. A schedule of
such adjustments shall be provided to contractors and shall
include an explanation of the adjustment and the dollar
amount of the adjustment for each adjustment made. If a
contractor believes an adjustment is in error, the adjustment
shall be subject to review pursuant to WAC 388-96-769 and,
if a satisfactory resolution of issues is not reached, to further
review pursuant to WAC 388-96-901 and 388-96-504.

(3) The department shall accumulate data from properly
completed cost reports for use in exception profiling and
establishing rates.

(4) The department may further utilize such accumulated
data for analytical, statistical, or informational purposes as
deemed necessary by the department.

[Statutory Authcmy: RCW 74.09.120, 74.46.840 and 74.46.800. 85-17-052

(Order 2270). § 388-96-717, filed 8/19/85. Statutory Authority: RCW

74.09.120. 83- l9-047 (Order 2025). § 388-96-717, filed 9/16/83 ]
Saa WSRA AS -4 =)

WA\ 388-96-719 Method of rate determination.
(1) The prikciples contained in this section are inherent in
rate setting e)fective with July 1, 1993 and following nursing

ive July 1, and shall follow a two-year
cycle corresponding to each state fiscal biennium; provided
that, a nursing faci\jty’s rate for the first fiscal year of any
biennium. unless the\operator qualifies as a “new contractor”
under the provision3 of this chapter, must be established
upon its own prior calkndar year cost report data covering at
least six months. .

(3) A contractor’s Yates in the nursing services. food,
administrative, and opera\ional cost centers for the first vear
of the state fiscal biennjum (first fiscal year) shall be
adjusted downward or upward for economic trends and
conditions when set effectivd July 1 of the first fiscal year in
accordance with subsections\(4), (5) and (6) of this section,
and adjusted again downward Yr upward for economic trends
and conditions effective July\ | of the second year of the
state fiscal biennium (second fi\cal year) in accordance with
subsections (7), (8) and (9) of this section.

(4) The July 1 cost center rales referenced in subsection
(3) of this section shall, for thé first fiscal year of each
biennium, be adjusted by the chapge in the Implicit Price
Deflator for Personal Consumptdon Expenditures Index
published by the United States Department of Commerce,
Economics and Statistics Administrati§n. Burcau of Econom-
ic Analysis ("IPD Index").

(5) The period used to measure th& change in the IPD
Index shall be the calendar year prededing the July |
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